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CERTIFIED PUBLIC ACCOUNTANTS

Report of Independent Auditors on Compliance with Requirements
Applicable to Each Major Program and on Internal Control over Compliance
in Accordance with OMB Circular A-133

To the Board of Commissioners of
Chattanooga Housing Authority:

Compliance
We have audited the compliance of Chattanooga Housing Authority with the types of compliance

requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance
Supplement that are applicable to each of its major federal programs for the year ended December 31,
2009. The Housing Authority’s major federal programs are identified in the summary of auditor’s results
section of the accompanying schedule of findings and questioned costs. Compliance with the
requirements of laws, regulations, contracts and grants applicable to each of its major federal programs is
the responsibility of the Housing Authority’s management. Our responsibility is to express an opinion on
the Housing Authority’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
occurred with the types of compliance requirements referred to above that could have a direct and
material effect on a major federal program. An audit includes examining, on a test basis, evidence about
the Housing Authority’s compliance with those requirements and performing such other procedures, as
we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for
our opinion. Our audit does not provide a legal determination of the Housing Authority’s compliance
with those requirements.

In our opinion, the Housing Authority complied, in all material respects, with the requirements referred to
above that are applicable to each of its major federal programs for the year ended December 31, 2009.

Internal Control over Compliance

The management of Chattanooga Housing Authority is responsible for establishing and maintaining
effective internal control over compliance with the requirements of laws, regulations, contracts, and
grants applicable to federal programs. In planning and performing our audit, we considered the Housing
Authority’s internal control over compliance with the requirements that could have a direct and material
effect on a major federal program in order to determine our auditing procedures for the purpose of
expressing our opinion on compliance, but not for the purpose of expressing an opinion on the
effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the
effectiveness of the Housing Authority’s internal control over compliance.
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A control deficiency in an entity’s internal control over compliance exists when the design or operation
of a control does not allow management or employees, in the normal course of performing their assigned
functions, to prevent or detect noncompliance with a type of compliance requirement of a federal
program on a timely basis. A significant deficiency is a control deficiency, or combination of control
deficiencies, that adversely affects the Housing Authority’s ability to administer a federal program such
that there is more than a remote likelihood that noncompliance with a type of compliance requirement of
a federal program that is more than inconsequential will not be prevented or detected by the Housing
Authority’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that material noncompliance with a type of compliance requirement of a
federal program will not be prevented or detected by the Housing Authority’s internal control.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in internal control that might
be significant deficiencies or material weaknesses. We did not identify any deficiencies in internal
control over compliance that we consider to be material weaknesses, as defined above.

This report is intended solely for the information and use of the Board of Commissioners, management

and federal awarding agencies, and is not intended to be and should not be used by anyone other than
these specified parties.

A/MZJ”A [079 P
June 29,2010 Wg
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Financial Statements

CHATTANOOGA HOUSING AUTHORITY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2009

Section | — Summary of Auditor’s Results

Type of audit report issued on financial statements of auditee: ~ Unqualified

Internal control over financial reporting:

o Material weaknesses identified? yes

o Significant deficiencies identified that
are not considered to be material

weaknesses?

Noncompliance material to financial statements noted? yes

Federal Awards

yes

Internal control over major programs:

e Material weakness(es) identified?

yes

o Significant deficiencies identified that
are not considered to be material

weaknesses?

yes

Type of auditor’s report issued on compliance for major

programs:

Unqualified

Any audit findings disclosed that are required to be reported in

accordance with section 510(a) of Circular A-133?

yes

Identification of major programs:

CFDA Numbers

Name of Federal Program or Cluster

CFDA 14.850
CFDA 14.871
CFDA 14.872
CFDA 14.885
CFDA 14.886

Low Rent Public Housing Program
Housing Choice Voucher Program
Capital Fund Program

ARRA Formula Grant

ARRA - Competitive Grant

Dollar threshold used to distinguish between Type A
and Type B programs: $1,003,793

Auditee qualified as low-risk auditee?

yes
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X none reported

no

X___none reported

X___none reported




CHATTANOOGA HOUSING AUTHORITY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED DECEMBER 31, 2009

Section Il — Financial Statement Findings

There were no financial statement findings for the year ended December 31, 2009.

Section |11 — Federal Award Findings and Questioned Costs

There were no federal award findings for the year ended December 31, 2009.
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CHATTANOOGA HOUSING AUTHORITY
SCHEDULE OF PRIOR AUDIT FINDINGS

FOR THE YEAR ENDED DECEMBER 31, 2009

Section | — Summary of Auditor’s Results

Financial Statements

Type of audit report issued on financial statements of auditee: ~ Unqualified
Internal control over financial reporting:
o Material weaknesses identified? X yes

o Significant deficiencies identified that
are not considered to be material
weaknesses? X yes

Noncompliance material to financial statements noted? X yes
Federal Awards
Internal control over major programs:

e Material weakness(es) identified? yes

o Significant deficiencies identified that
are not considered to be material
weaknesses? yes

Type of auditor’s report issued on compliance for major
programs: Qualified

Any audit findings disclosed that are required to be reported in

accordance with section 510(a) of Circular A-133? yes

Identification of major programs:

CFDA Numbers Name of Federal Program or Cluster

CFDA 14.850 Low Rent Public Housing Program
CFDA 14.871 Housing Choice Voucher Program
CFDA 14.872 Capital Fund Program

Dollar threshold used to distinguish between Type A
and Type B programs: $855,749

Auditee qualified as low-risk auditee? yes
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no

none reported

no

X___none reported

X___none reported




CHATTANOOGA HOUSING AUTHORITY
SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED DECEMBER 31, 2009

Section Il — Financial Statement Findings

Finding 2008-1

Statement of condition

In several instances, we identified control lapses resulting from management’s override of key internal
controls. Certain key management/accounting personnel authorized payments or adjustments that lacked
adequate support or documentation. These same personnel also had the authority to sell investments and
execute wire transfers without approval or notification to the Board of Commissioners. Presentations of
budgets and financial statements to the Board of Commissioners were deemed to be misleading and
masked the Housing Authority’s true financial position and operating results.

Criteria

Under the Committee of Sponsoring Organizations of the Treadway Commission report titled, Internal
Control—Integrated Framework (COSO Report), the components of internal control are (1) control
environment, (2) risk assessment, (3) control activities, (4) information and communication, and
(5) monitoring. Under the COSO Report, control environment states that “The core of any business is its
people—their individual attributes, including integrity, ethical values and competence—and the
environment in which they operate. They are the engine that drives the entity and the foundation on which
everything rests.”

Effect
The lapses of ethical conduct by certain management/accounting personnel resulted in an ineffective
control environment at the Housing Authority.

Cause
Lack of ethical conduct by certain management personnel resulted in the override of internal control.

Recommendation

The Housing Authority should provide regular training on the Standards of Conduct. At least annually,
the employees should review the Standards of Conduct and sign a confirmation that is maintained by
Human Resources.

Response
The Housing Authority will review its Standards of Conduct and require an annual confirmation from all

employees.

Current status

During 2009, the Housing Authority conducted mandatory Standards of Conduct and Conflict of Interest
meetings with all employees. Each employee signed a confirmation stating they had received and
understood the training provided. The Housing Authority has also established a tip hotline on their
website in which employees, residents, and concerned citizens can anonymously report potentially
fraudulent or suspicious activities. Any tips that are received are forwarded to a designated Board
Commissioner.
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CHATTANOOGA HOUSING AUTHORITY
SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED DECEMBER 31, 2009

Finding 2008-1

Current status (continued)
In addition, the Housing Authority revised their internal control policy and procedures, which were
adopted by the Housing Authority's Board and approved by HUD in February 2010.

Based upon the above actions, this finding is cleared.

Finding 2008-2

Statement of condition
The Housing Authority transferred $1,200,000 of Fannie Mae funds designated for use on the Mayfair on
Market project for its operating expenditures.

Criteria

In December 2007, the Housing Authority entered into a loan and security agreement with Fannie Mae to
fund a mixed-use development to be called Mayfair on Market (Development). The loan agreement
restricted the use of the funds to the Development only.

Effect
The Housing Authority breached the terms of the loan and security agreement.

Cause
The Housing Authority had deficiencies in internal controls over cash management that lead to improper
cash transactions.

Recommendation

Management should implement procedures surrounding review of contracts and agreements. Key
provisions should be identified and summarized. Periodically, the Housing Authority should determine
its level of compliance with these contracts, agreements and requirements.

Response
The Housing Authority is currently negotiating with Fannie Mae regarding how to cure the default.

Current status
The Housing Authority has implemented additional procedures surrounding the review of contracts and
has also updated their internal control policies and procedures. In addition, the Housing Authority has
been under a Memorandum of Agreement with HUD since January 22, 2010 and has had numerous
opportunities to determine its level of compliance with regard to agency contracts, agreements, and
requirements.

The Housing Authority is currently working with HUD to determine the appropriate settlement strategy
with Fannie Mae and expects the issue to be resolved by December 31, 2010.

Based upon the above actions, this finding is cleared.
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CHATTANOOGA HOUSING AUTHORITY
SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED DECEMBER 31, 2009

Section 111 — Federal Award Findings and Questioned Costs

There were no federal award findings for the year ended December 31, 2008.
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